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KEY ECONOMIC INDICATORS 


A B C 
1972 1973 1973/72 
INCOME, PRODUCTION, EMPLOYMENT % 
(1) GDv at Current Prices 14,489 N/A N/A 
(1) GDr at Constant 1968 rrices 12,160 13,254 9 
(1) ver Capita GDr, Constant 68 Prices 1,089 1,151 5.7 
(1) vlant and Investment Equipment 3,622 N/A N/A 
Indices: 1968 = 100 
(1) Industrial Production excluding 
Petroleum Refining (9/73) 147.0 165.3 13.0 
Avg. Labor rroductivity N/A N/A N/A 
(2) Avg. Industrial Wage (Blue Collar, 
US $ monthly - Jan/Sept) 234 310 32 


PRODUCTION 

(3) a) Crude retroleum (1000 b/d) 3,220 3,366 
) Iron Ore (Mill. of MT) (11/73) 17 20 
) Cement (Thou. of MT) 2,982 3,412 
) Motor Vehicles (Units) 88,674 97 ,692 
alue Const. rermits Granted (8/73) 375 251 
isposable Income 12,102 N/A 
Employment 3,157 3,300 
Avg. Unemployment Rate (%) 6.2 N/A 


MONEY AND PRICES 


(1) Money Supply (11/73) 3,921 4,728 
(1) public Debt Outstanding (11/73) 1,677 1,740 
(1) 

(1 


(3) b 
(4) ¢ 
(5) d 
(4) V 
(1) D 
(2) 

(2) 


External Debt (11/73) j 908* 
) Commercial Bank rrime Rate (%) 10 
Indices: 1968 = 100 (End of reriod) 
(1) Retail Prices (Met. Caracas Area) 
(11/73) 
(1) Wholesale rrices (10/73) 


BALANCE OF PAYMENTS 

(1) Gold & Foreign Exchange Reserves 

(Central Bank) 1 ,667 2,377 

Balance of rayments (+=surplus) N/A 

Balance of Trade (Bal. of rayments) 1,455 N/A 

Exports (FOB) 3,273 1,171 

U.S. Share (4/73) 1,298 478 

re (FOB) (4/73) 2,203 977 ; 
. Share (4/73) 924 343 19.5 


rces: * Data on Public Debt authorized 
Central Bank by the Ministers Council not 
Ministry of Labor available. 
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SUMMARY 


1973 was a banner year for the Venezuelan economy despite the 
uncertainties of a presidential election. Real growth in contrast 
to 1972 was considerably higher than the growth in population. This 
expansion was due primarily to a modest increase in the volume of 
production of the extractive industries coupled with dramatic increases 
in prices over the year for petroleum exports. A less important con- 
tribution to the growth of the economy was made by respectable increases 
in output by manufacturing, electricity, construction and services. 
Agriculture, which experienced only a marginal growth, continues to be 
the major weak spot in the economy. 


The considerable increase in tax reference values for petroleum 
resulting from actions of the Organization of Petroleum Exporting 
Countries (OPEC) has been reflected in increased Government revenue, 
which was substantially higher than projected in the budget for 1973 
as well as actual expenditures. The financial sector participated in 
the rapid economic expansion as reflected by the increase in liquidity 
and activity of all sectors of the banking system. 


Increased foreign exchange earnings from petroleum should result 


in Venezuela's having for the first time in years a healthy surplus on 
current account in its balance of payments. Despite an outflow in 
Short term capital for much of the year, Venezuela achieved an overal] 
surplus in its balance of payments as evidenced by a record level of 
foreign exchange reserves at the end of 1973. 


The one dark cloud on the economic horizon is inflation. After 
having remained relatively stable for the last several years, the 
general price index during the first nine months of 1973 increased at 
an annual rate of 11.6%. However, due to Government price controls and 
subsidies the increase in the cost of basic consumption items was less. 


The most significant Government decisions affecting the economy 
over the last year have been: 1) Venezuelan entry into the Andean ract; 
2) the revaluation of the bolivar with respect to the dollar; 3) the 
adoption of the ad valorem tariff system based on the Brussels Tariff 
nomenclature; 4) dramatic increases in the tax reference values on 
petroleum; 5) the Capital Markets Law; and 6) the Export Incentives 
Law and the Export Financing Fund. 


Prospects for 1974 are for continued economic expansion in large 
part due to the increased petroleum earnings. A major problem facing 
the new Government will be how to utilize in a non-inflationary manner 
the greatly increased revenue it expects to receive from petroleum this 





year. Speculation that the bolivar would be revalued seems to have 
been laid to rest by a statement by the President-elect that no re- 
valuation would take place during his term in office. 


The major decision facing the Government is when reversion of 
the foreign petroleum industry will take place. Although the petro- 
leum concession agreements provide that most foreign-owned petroleum 
assets should revert to the State in 1983-84, many Venezuelans believe 
that the country has the financial resources and technological capability 
to operate the petroleum industry now. Both major political parties 
endorsed in principle, during the 1973 elections, the concept of early 
reversion. The incoming Acci6n Democratica Administration has said 
that it wishes to study thoroughly the question of what new petroleum 
arrangements that could be introduced during President Perez' term of 
office would best serve the interests of Venezuela. COPEI has announced 


that it will introduce in the next Congress a bill calling for early 
reversion. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Growth Rate 


According to revised calculations of the Central Bank, Venezuela's 
gross domestic product in 1972 grew 5.5% in constant prices. Given the 
annual population growth rate in 1972 of approximately 3.1%, the real 
growth in GDP per capita was 2.4%. The secondary sectors of the economy 
showed considerable expansion while the primary extractive industries 
experienced negative growth. Production of the petroleum and mining 
sectors declined 9% and 15% respectively compared to 1971; however, the 
decline in volume of production was offset by the increase in the price 
of these exports. The relatively poor performance of the extractive 
industries and the mediocre growth of agriculture in 1972 were offset 
by favorable performances of production in manufacturing, construction, 


energy production, transportation and communication, commerce and 
finance. 


In 1973 the economy underwent a considerable expansion primarily 
due to a modest increase in production of the extractive industries coupled 
with ever increasing prices received for the petroleum exports. The 
average tax reference value on Venezuelan petroleum experienced a 347% 
increase during the course of 1973. As a result in 1973 the GD? 


increased 9% in constant terms (1968), almost twice the rate of the 
previous year. The real growth in GDP per capita was between 5 and 6%. 
While the value of the extractive industries production increased about 
20%, the volume increased only 4.5%. Real growth in manufacturing was 
9%; electricity 8%; construction 26%; commerce and services 6%; trans- 
portation and communications 11%; and community services 13%. 


Prices 


The price situation changed radically in 1973 when Venezuela joined 
the inflationary trend of the rest of the world. During the first nine 
months of 1973, the general price index rose from 111.5 to 121.2 (1968 = 
100), an increase of 8.7%. On an annual basis this represents an 
increase of 11.6% compared to 3.5% in 1972. The trend of inflation 
being caused primarily by foreign countries rather than domestically 
seems to have been reversed as evidenced by the fact that the price 
index for imported goods increased at an annual rate of 8.7% while the 
index for domestically produced goods increased at an annual rate of 
13.7%. The reversal of this trend is attributed to the fact that domes- 
tic producers who are heavily dependent on imported inputs have ceased 
absorbing cost increases and have transferred them to consumers, and 
to the fact that agricultural products, most of which are domestically 
produced, increased in price faster than manufactured goods, many of 
which are imported. 





Despite the sharp increase in the general price index, the cost 
of living in Caracas increased only 4.1% during the first ten months 
of 1973, or at an annual rate of 4.9%, primarily because the Govern- 
ment has maintained price controls on many basic consumer products. 
Nevertheless, an insufficient supply of basic agricultural products 
many of which must be imported - such as wheat, soybeans, corn, and 
black beans - resulted in an annual rate increase in the cost of food 
and beverages of 8.2%. On the same basis, cost of clothing and shoes 
increased 8.8%, and housing 4.6%. 


Employment 


Total employment in Venezuela is estimated to be approximately 
3.3 million divided almost equally between production and services. 
In 1972, the most recent period for which statistics are available, 
the official unemployment rate was 6.2%, although disguised unemploy- 
ment may be considerably higher. Although mining and petroleum, 
including refining, contribute 25% to the GDr, they provide only 1% of 
total employment. Despite the declining relative importance of agricul- 
ture (6% of GDP), this sector provides almost 20% of employment. The 
other major sources of productive employment are manufacturing, 19.3%; 
and construction, 6.1%. Transportation and communications contribute 
7% of employment; commerce, 18%; and other types of services, 26%. 


Average monthly wages for unionized labor are $310 for blue collar 
workers and $670 for white collar; however, there is a wide disparity 
between high-paid and low-paid occupations. While in the petroleum 
industry blue collar workers average $580 per month and white collar 
workers over $1000, workers in the shoe industry for example earn only 
$150 and $390 respectively. This disparity has been widening over the 
last several years. The demonstration effect of the petroleum industry 
has kept total wages in Venezuela high in relation to other Latin 
American countries, a factor which has contributed to relatively calm 
labor relations. 


President Rafael Caldera announced in his annual New Year's message 
that new Regulations to the Labor Law would be forthcoming. These Regu- 
lations, published as Decree number 1563 in the Official Gazette dated 
December 31, 1973, entered into force February 1, 1974. The Decree 
replaces in large part Regulations which have been in effect since 1938. 
(For a detailed treatment of this Decree, see Caracas A-18, Jan. 28, 1974.) 


The major change of the new Regulations jis to extend to agricultural 
workers for the first time the same benefits and protection which the 
Labor Law provides to urban workers. These benefits include annual paid 
vacations of 15 days, separation pay, advance notice to terminate a con- 
tract, a year-end profit-sharing bonus, the limitation of the workday 





to eight hours and the workweek to forty-eight hours with pay for 
overtime, and accident compensation. Other provisions of the new 
Regulations provide improved benefits for domestic employees, minors, 
women, athletes, apprentices, and additional specific categories of 
workers. 


Two provisions of the Regulations are of particular interest to 
the foreign businessman in Venezuela. Article 18 of the basic Labor Law 
now in effect states that at least 75 percent of the entire labor force 
must be Venezuelan citizens. Under the new Regulations, Labor inspec- 
tors are charged with determining separately the number of "employees" 
and "workers" in any business enterprise and must verify that the pay 
received by foreigners does not exceed 25% of the total amount in either 
category. 


Article 25 of the new Regulations stipulates that the heads of 
industrial relations, personnel, captains of vessels or aircraft, fore- 
men, or persons exercising similar functions must be Venezuelan citizens. 
Exceptions to this rule may be granted by Labor Inspectors. Businesses 
employing ten persons or less also may receive special exceptions from 
the Ministry of Labor. Employment preference is granted to foreigners 


with Venezuelan wives or children, or who are long-term residents, in 
contrast with foreigners without such ties. 


Articles 148 through 155 of the new Regulations define the manner 
in which the enterprise's profits should be calculated for the year-end 
profit sharing. Firms showing no profit for the year are obligated to 
pay their workers and employees 15 days' pay. 


The relatively short notice allowed for the implementation of the 
new Regulations has created a number of questions as to how they will 
be applied in specific cases. Although the new Regulations received a 
generally favorable public response, particularly with regard to the 
improved status of agricultural workers, there is currently pending a 
court case in which it is alleged that at least portions of the Regu- 
lations are invalid as they go beyond the basic tenets of the Labor Law 
itself. However, outgoing President Caldera has made it clear that the 
new Regulations are valid and that the Government intends that they 
shall be applied. 


Petroleum and Mining 


Petroleum production and the production capacity of Venezuela's oi] 
fields has been on a declining trend since 1970 when production reached a 
peak of 3.7 million barrels per day (b/d). vroduction in 1973 averaged 
3,366 million b/d, very close to capacity. In 1974, crude production 
capacity is expected to fall to 3.2 million barrels per day. 





Venezuelan 011 prices, like those of other producer countries, 
increased spectacularly in 1973. The Venezuelan Government increased 
petroleum tax reference values (the values which oi] companies are 
required to use in calculating their corporate income taxes) eight 
times during the year, pushing the average tax value of Venezuelan 
crude oil from $3.07 in January 1973 to $13.67 in January 1974. Even 
higher values were assigned to products so that the average TRV for 
all Venezuelan crude oil and petroleum products had increased to $14.08 
by January 1974 


As a result of rapidly rising oi1 prices, and despite a small 
decline in oi] production, Venezuela's oi] revenues increased enor- 
mously in 1973, creating expectations of an almost unmanageable surplus 
for 1974. Venezuela's tax take per barrel of oi] increased progressively 
over the year from $1.64 in January 1973 to $8.25 in January 1974, 
Venezuela's Government revenue from oi] reached 12 billion bdlivares 
(preliminary estimate) in 1973, (almost $3 billion), an amount roughly 
50 percent above the previous year and equal to total revenue from all 
sources in the previous year. 


Venezuelan oil revenue for 1974 could rise, it has been suggested, 
as high as $10 billion, but such a figure is no longer considered 
likely, since it would depend on prices remaining at their current very 
high levels. World oil prices are already declining somewhat as this 
is written (February 1974) and indications are that they will settle 
somewhere between the high levels that prevailed during the worst of 
the Arab boycott and the lower prices that existed prior to the boycott. 
The exact level cannot, of course, be foreseen as it will depend on 
market forces and on developing international consultations. A Govern- 
ment take of $4.00 per barrel for Venezuela, which would equate to an 
oil price on the U.S. East Coast of $5.00 to $5.50, would imply a total 
oil revenue for Venezuela of almost $4.7 billion in 1974. A Government 
take of $6.00 per barrel for Venezuela, which would equate to an oil 
price on the U.S. East Coast of $7.00 to $7.50, would imply a total oil 
revenue of $7 billion for 1974, (Revenues on accrual basis. Actual 
receipts would be somewhat less as portion of taxes due for 1974 would 
be payable in 1975.) 


Two important petroleum policy questions face the Venezuelan 
Government in 1974: One involves possible alternatives to the present 
concession arrangements and the other involves how and when to proceed 
to develop new production areas to offset declining production in the 
areas under concession, 


Most existing oi] concessions will expire in 1983-84, at which 
time they are to revert to the State without compensation according 
to the terms of the concession agreements. However, many Venezuelans 
believe that their country has the financial and technological capa- 
bility to operate the industry now and both major political parties 





endorsed in principle, during the 1973 elections, the concept of early 
reversion, The incoming Accién Democratica Government has said that it 
will study thoroughly the question of what new petroleum arrangements 
that could be introduced during rresident rerez' term of office would 
best serve the interests of Venezuela. 


The question of developing new petroleum areas involves both 
timing and modalities. Venezuela appears to have more than sufficient 
revenue for its needs in 1974, but given the lead time of 5 years or 
more which is necessary to develop new petroleum areas, whether off- 
shore or in the Orinoco Belt, the Government will have to decide how 
soon it wants to get programs underway and how rapidly it would like 
to move, The Government will also have to decide whether it wishes 
to have financial and technological participation by private foreign 
companies in new areas, and if so in what form such participation would 
occur -- service contracts, joint ventures, etc. Venezuela's most 
certain source of new oil is in the Orinoco Belt, but this oil is also 
the most technologically difficult to produce. 


Industry 


The improvement in the manufacturing sector in 1972 has continued 
in 1973, This development is in part a reflection of the conscious 
effort by the Government to reduce the country's overdependence on 
petroleum and to diversify into other areas of production. This policy 
has been carried out through import duty exemptions on raw material and 
some capital equipment, preferential credits for the manufacturing sector 
and tariff protection. rreferential credit for industrial activities is 
granted through the Venezuelan Development Corporation (CVF) and the 
National Commission for the Financing of Small and Medium Industries 
(CONAFIN). 


Through investments and public credits in its autonomous corpora- 
tions, the Government has provided considerable financial support for 
the so-called "poles of development" designed to reduce the population 
pull to the capital area by creating industrial complexes in areas 
heavily endowed with raw materials and energy. The most significant of 
these "poles of development" are the metallurgical complex of Ciudad 
Guayana based on the proximity of high grade iron ore, hydroelectricity, 
natural gas and water transportation, and the petrochemical complex of 
El Tablazo, based on its proximity to the petroleum and gas production 
of the Maracaibo oi] fields. 


Developments in the Guayana Region: There has been no slackening 
of the pace of development of the metallurgical industry centered in 
Ciudad Guayana in eastern Venezuela. The previous Economic Trends. 
report at mid-year 1973 indicated approximately $1.4 billion of private 





and public investment had taken place in the area up to that point. 
This investment included the one million tons annual capacity Orinoco 
Mining Company briquette and ore enrichment plants inaugurated in late 
October 1973. Orinoco briquettes are now being supplied to the two 
local steel mills to substitute partially for expensive imported 
ferrous scrap. Ground has already been broken for a direct reduction 
mill to produce 400,000 tons annually of high grade iron briquettes 
utilizing the Exxon "Fior" process. Three other briquetting plants 
using the "Fior," Midrex and HYL processes are in advanced planning 
stages. 


The Venezuelan Finance Minister announced in late 1973 that an 
estimated $186.9 million would be invested in 1974 in this industrial 
sector from additional oi] revenues. In late October 1973, the national 
steel company president remarked that Venezuela will look to joint 
projects with Japan, the United States and the European Community, as a 
means of bringing the large cost of financing development of the industry 
within the means of the country. The instrument for carrying out this 
policy will continue to be the state-owned Corporacion Venezolana de 
Guayana, CVG. One aluminum plant for exporting 150,000 tons annually 
has already been negotiated with Japanese interests. A second Japanese 
investment in aluminum production is presently being negotiated. No 
further developments have been reported on the part of Italian interests 
in a steel operation, which had been announced in principle in early 1973. 


Other recent projects include an Eximbank loan in January 1974 
to finance in part a new Venezuelan-owned steel fabricating plant in 
Guayana, This mill, to cost about $4 million, will ship part of its 
product to the Caribbean. A ¢ 9.3 million expansion to produce 
galvanized steel sheets in a Valencia plant was formally inaugurated 
in late 1973. Also in late 1973, the national steel company inaugu- 
rated a laminated thick steel plate line with a 100,000 tons annual 
capacity. 


In Barquisimeto, an interior city and the fourth largest in the 
country, a Bs. 25 million (prox. $5.8 million) plant to produce 
Specialty steel products is under construction. Siderurgica del 


Turbio (SIDETUR) will have an installed capacity of 90,000 tons and 
is scheduled for opening during 1974. 





In early February 1974 an officer of the Venezuelan retrochemical 
Institute (IVr), which is guiding the development of the national 
petrochemical industry, estimated the first phase of work at E1 Tablazo, 
costing approximately $450 million, to be 95% completed. This phase 
encompassed infrastructure, an ammonia and urea complex, a styrene 
operation and an olefins plant. Some delays have been encountered and 
worrisome start-up troubles have hampered the ammonia and urea complex, 
Nitroven, which is currently operating at only 55% capacity. Officials 
hope that Nitroven will achieve 80% of its capacity of 600,000 mt/yr of 
ammonia and 800,000 mt/yr of urea within four months. 


Despite these difficulties, a reappraisal of the tight worldwide 
petrochemical situation has led IVP to develop plans on a much larger 
scale than had originally been envisioned for E] Tablazo's second 
phase. At the heart of the expansion plans is an additional olefins 
plant with a projected capacity of 500,000 mt/yr of ethylene and propy- 
lene. The just-completed olefins plant is at present undergoing tests 
prior to becoming fully operational by summer 1974. Expenditures from 
public and private sources on phase two are expected to exceed Bs. 
3,500 million (approximately $817,700,000). A number of mixed enter- 
prises are in various stages of construction or planning. These 
include a 50,000 mt/yr low density polyethylene plant due to be finished 


in 1974, and a 45,600 mt/yr PVC plant, an additional ammonia operation 
with a capacity of 600,000 mt/yr, and a 20,000 mt/yr vinyl acetate 
facility, all of which are targeted for early 1976 completion. Also 
under consideration are facilities to produce high density polyethylene, 
polypropylene, SBR and polybutylene. 


Because of Nitroven's curtailed production of ammonia and urea 
resulting from compressor problems and the fact that IVeP's expanded 
Moron ammonia and urea facility is not yet on stream, the company has 
felt obliged to cancel contracts to foreign purchasers to assure a 
domestic supply. At this time it is not clear how long this voluntary 
export limitation will remain in effect. 


The IVP petrochemical complex being enlarged at Moron eventually 
will produce 600,000 tons of chemical fertilizers per year; 250,000 
tons of urea; 82,500 tons of phosphoric acid; 62,000 tons of triple 
granulated superphosphate; 146,000 tons of diamonic phosphate; and 
115,000 tons of KPK mixtures (nitrogen, phosphorous and potassium). 
The value of Venezuela's total petrochemical production is expected 
to rise from $45 million in 1970 to $440 million by 1980. (For more 
details on this development, see the Embassy's Industrial Outlook 
Report for Chemicals of July 1973, CERP 580, A-354.) 





Agriculture 


Agricultural production in 1973 was about 4 percent over the 
previous year. This rate of growth was only slightly above that of 
the population expansion of 3.4 percent. On the other hand, the 
growth rate was superior to that of 1972 (2.4%). Announced plans of 
the Government for growth increases for the period of 1970-1974 were 
7.3% per year. Weather - more than any other factors - probably played 
the dominant role in 1972 and 1973, Both were drought years in Venezuela. 
There was unusually dry weather in the spring and the rainy season 
arrived late in the fall after benefits to crop growth could be achieved. 


A constant argument forwarded by farmer groups as being a serious 
cause for low agricultural production has been low farm prices, rrice 
Supports for many commodities had, in fact, remained stable over a 
several year span. But during 1973, increasing costs of production 
inputs, and farmers' demands prompted the Ministry of Agriculture and 
Livestock (MAC) to announce higher minimum price levels for a broad 
series of agricultural commodities. 


Continuing increases in the cost of inputs, the new Labor Law 
(discussed before) affecting agriculture producers, and the general 


increase in living costs are, however, prompting farmers to again call 
for increased support levels, Even if prices do move upwards, no 
changes will likely take place until after the new government is 
installed in March of this year. 


There follows a summary of the performance of those agricultural 
commodities which are important to Venezuela, and in which significant 
chanaes occurred during 1973: 


Rice: The 1973 rice crop was billed as being a record breaker 
for Venezuela. wreliminary MAC reports place rice production at 
272,275 mt, 65.3% over the 1972 production of 164,691 mt, and 11.3% 
over the previous high of 244,592 mt, set in 1968. In view of the 
fact that rice production was close to this year's record as far back 
as five years ago, there seems to be little cause for enthusiasm. 
Especially, considering that production has constantly slid since 1968. 
However, although total production has just surpassed levels reached 
several years ago, the total area used for rice has decreased consider- 
ably. The greater production can thus be attributed to higher yields. 


Corn: According to preliminary estimates by MAC, the 1973 
production of corn increased by about 44,000 mt, or 9.9%, compared 
to the 1972 crop of 506,000 mt. Acreage planted to corn has declined 
over the past several years. The reported higher production would 
suggest that greater amounts of land were used during 1973, considering 





the effect it is expected the drought would have had on production, 

Most of Venezuela's corn is white and destined for human consumption, 
Large quantities are, however, used for animal feed, Thus, corn 
production does influence Venezuela's import requirements for feed grain. 


Sugar: As with other key Venezuelan crops, the serious 1973 
drought took its toll on the sugar industry. Initial estimates placed 
the 1972-73 crop of raw sugar at about 560,000 mt. However, final 
estimates placed the crop at only 478,000 mt, a 15% drop. The outcome, 
in this country which looks optimistically to expanding greatly its 
Sugar production, and subsequently its sugar exports, was that Venezuela 
was unable to meet its U.S. quota, and was forced to import sugar at 
year's end for domestic use. In total, Venezuela reported that it 
Shipped 27,618 mt of sugar to the United States, and an additional 
4,071 mt to the Netherlands Antilles. All exports occurred before 
the extent of the shortfall was fully realized. 


Sesame: The dry weather took its toll on the production of sesame 
as well Early forecasts called for a 1973 crop reaching as high as 
130,000 mt. However, dry weather at the time of flowering brought 
about the lack of plant formation. The end result was a harvest esti- 
mated at less than 74,000 mt, or 43% of expectations. Deficits were 


made up by the importation of cottonseed and to a lesser degree peanut 
oil. 


Coffee and Cocoa: No major changes in the production of either of 
these commodities occurred in 1973. Total coffee production amounted 
to 1,095,000 bags. It is expected to increase slightly to 1,150,000 
bags for the 1973-74 crop. Cocoa production for 1972 was 16,700 mt with 
exports slightly over 11,000 mt. Output for 1973 is believed to be 
about the same level. 


Black Beans: Black bean production for 1973 was reported by MAC 
to be 17,500 mt, a reduction of 18.2% and~35.8% from 1972 and 1971 
respectively. Actually, peak production was reached during much earlier 
years, when substantially larger land areas were planted to this crop. 
Nonetheless, yield has continually trended downward since the early 
1960's. Drought conditions contributed to the lower production and 
yields for 1973, 


Livestock: The drought also seriously affected cattle production 
during 1973. wasture land in many areas was virtually reduced to nothing. 
Estimates have placed cattle losses into the thousands; however, these 
eigures have not been substantiated. voor pasture conditions probably 
had as great an effect on growth rates and milk production as on actual 
losses due to deaths. MAC estimates cattle numbers slaughtered to be 





down by about 100,000 head from 1972. The losses will stunt expectations 
of Venezuela's reaching self-sufficiency, and cattle will continue to 
enter the country to meet the deficit. The temporary embargo on oil- 
seeds and products threatened the health of both the poultry and swine 
industries in Venezuela. However, the later removal of the export 
restrictions from the United States seems to have abated any serious 
problems. The total number of head slaughtered is estimated to be down 
only slightly from last year's 1,096,557 head. woultry numbers are 
estimated to have increased by about 12% to over 87 million. 


Because of the strong upsurge in international prices of agricul- 
tural products, Venezuela's total value of agricultural imports increased 
considerably in 1973. U.S. agricultural exports to Venezuela in 1973 
totaled $159 ,697,000, up 16% from 1972. The significant quantities of 
commodities consisted of wheat, sorghum and cottonseed oil. 


Both of the major parties in the recent presidential election came 
out with strong statements regarding future agricultural development, 
The final form of both programs and policies will not be well understood 
until the presidential inauguration in early March 1974, The prognos- 
tication is that much more attention will be paid to local agricultural 


production, Farm labor will receive better wages. Apparently a new 
subsidy program on certain foreign food imports will be placed into 
effect. It has been the aim for many years of all governments to have 
certain foodstuffs available to the people at reasonably well controlled 
prices, What will happen to domestic agriculture in terms of price 
levels remains unclear. With increases in costs, both material and 
labor, what will transpire in domestic prices without subsidies will 
have to remain a question mark for several months, 


Monetary Situation 


During the first eleven months liquidity in the hands of the public 
increased 19%, reaching $4.7 billion by the end of November. Currency 
in circulation and demand deposits during this period increased 16%, 
reaching $2.4 billion, while quasimoney ede deposits, etc.) increased 
22% to $2.3 billion, The rate of increase in liquidity dropped the 
first months of 1973 due to the following factors: 1) financing of 
the heavy volume of imports prior to the new tariff rates which took 
effect May 1; 2) increased remittance of profits by foreign corpora- 
tions in anticipation of the restrictions of the Andean ract investment 
code; 3) heavy placement of bonds in the capital market by the Govern- 
ment as a means of combatting inflation; 4) increase in the interest 
rates abroad causing corporations operating in Venezuela to obtain 
their financing locally in bolivares rather than in foreign currencies. 





The situation turned around the second half of 1973 due to the re- 
establishment of a wider differential between interest rates in 
Venezuela and abroad; increased oil revenues, uncertainty regarding 
the strength of the dollar and speculation about another revaluation 
of the bolivar. 


During 1973 the commercial banking system experienced consider- 
able expansion. Deposits in November were 28% higher than for that 
month in 1972, while investments and placements increased 21%. Invest- 
ments by the commercial banking system in public securities increased 
28.7%, while those in private securities increased 41% compared to 
November 1972. The Central Bank increased its extension of credit to 
the commercial banking system by 6.8%, of which 80% was in the form of 
advanced payments; 4% rediscounts on industrial documents; 7% commer- 
cial paper; and 9% agricultural credits. 


In view of the high liquidity situation, the Central Bank followed 
selective credit criteria in its rediscount operations. In order to 
bring some stability to the market, the Central Bank bought $36 million 
worth of mortgage certificates. The Central Bank also issued regula- 
tions limiting the financing of multinational corporations through domes- 


tic capital. 


The mortgage banks also expanded their operations during 1973. 
Deposits in November were 44% higher than that month in 1972 due to 
the heavy demand for mortgage certificates bearing relatively favor- 
able interest rates. Placements by the mortgage banks during this 
period increased 32% mostly in the form of loans (94%) with the 
remainder in public securities. Likewise, deposits in the savings 
and loan system increased substantially. In December they were 31% 
higher than a year ago. Credits extended by the system increased 31%, 
most of which were in the form of mortgage loans (81%) and the 
remainder direct loans to building contractors. Another indication 
of the increasing importance of the savings and loan system is the 
fact that the number of depositors increased 96,000 during 1973. In 
October the Government approved a proposal for the reform of the 
standards of operation of the savings and loan system. 


On the international side the Central Bank in conjunction with 
the Ministry of Finance in February 1973 revalued the bolivar 2.3% 
in relation to the dollar, making the regular commercial rate 
$1 = Bs. 4.3 and the petroleum rate $1 = Bs. 4.2 Because of the 
heavy inflow of foreign exchange resulting from the increase in 
petroleum prices, there has been considerable speculation concerning 
the possibility of another revaluation of the bolivar; however, the 
incoming administration has indicated that it would study the situa- 
tion carefully before adjusting the exchange rate again. 





Capital Market 


The high level of liquidity in 1973 described above resulted in 
an increased demand for securities. By the end of November trans- 
actions conducted by the Caracas and Miranda Exchanges reached 
$210.5 million or $86 million more than for the first 11 months of 
1972. public bond issues represented 57% of the exchanges activity; 
mortgage certificates 19%; private bonds 15%; and stocks only 8%. 

The demand for stocks increased in January and February 1973; remained 
the same March through May; increased during the summer reaching the 
year's high in August; decreased in September and October and then 
recuperated somewhat in November. The most active stocks were public 
services, construction, beverages and insurance. 


On January 31, 1973, the new Capital Markets Law went into effect 
providing for an SEC-type national securities commission called 
Comisién Nacional de Valores (CNV) and providing an inducement to 
investment in corporate stocks and bonds through tax incentives. The 
commission, which issued the first implementing regulations for the 
Capital Markets Law the beginning of this year, is charged with the 
responsibility of supervising the issuance of securities through the 
authorization of public offerings, the control of their advertising 
and the review of their prospecti. Monitoring the security trans- 
actions will be accomplished through supervision of the stock exchanges. 


In order to encourage a viable capital market, corporations 
making public offerings of their stocks must distribute annually 
no less than 50% of net profits after taxes, 25% of which must be 
in the form of cash. Designation of a company as an open capital 
company, making it eligible for tax incentives, requires that no 
less than 50% of its shares must be held by a minimum of fifty stock- 
holders per each million bolivares of registered capital. No associated 
group may control more than 10% of this 50% of capital. In order to 
strengthen the capital market structure, the Government in collaboration 
with the International Finance Corporation (IFC), is planning to 
establish a stabilization fund which would stand ready to repurchase 
Shares not otherwise absorbed by the market. 


In August 1973 the Comisién Nacional de Valores established the 
standards for reporting the financial situation of entities registered 
under the Capital Markets Law and for making public offerings of such 
securities. 


The CNV made its first authorization under the new Capital Markets 
Law in February 1974 to C.A. Venezolana de Cementos for the offer of 
530,000 shares of common stock at Bs. 100 per share. 150,000 shares 





will be offered at discount to the company's employees and the 
remainder to the public at market value under the condition that 

no less than ten (10) and no more than 200 be purchased per investor. 
Subsequent issues soon to be authorized by the CNV include Venepal, 
the IBRD, IDB, and possibly the Andean Development Corporation. 


During 1973 officials of the Miranda Exchange and the Caracas 
Exchange (both relatively small) have been discussing the possibility 
of consolidation in order to strengthen and make more efficient the 
equity market, but thus far merger discussions have not been successful. 


Fiscal Situation 


The fiscal situation in Venezuela is dominated by petroleum income 
which now contributes approximately two-thirds of the Government 
revenue. In 1973, because of substantial increases in income from 
petroleum, Government revenue was considerably higher than originally 
projected in the budget. According to estimates available at the end 
of the year, Government income reached $3.834 billion or $915.6 million 
higher than in 1972. Since expenditures amounted to $3.684 billion 
the Government enjoyed a surplus of $149.8 million. Net funds avail- 
able to the treasury at end of the year amounted to $259.5 million, 
the highest level since 1958. 


$718.1 million of increased revenue in 1973 is attributed to 
income tax of which 88% came from petroleum. Extraordinary income 
increased 11.5% to $92.1 million of which $77.7 million represents 
new debt and $14.4 million minting of coins. 


A 23.4% increase in Government expenditures for 1973 was attributed 
to: 1) higher salaries for civil servants; 2) increased expenditures 
on education and medical assistance; 3) transfers to state enterprises, 
including agricultural subsidies, and repayment of previous year 
obligations. Government credits were expanded throughout the year 
as the increase in revenue developed. 


Public debt at the end of 1973 amounted to $1.7 billion, an 
increase of 4.8% over the previous year. $909.3 million is external 
debt (72% contracted by the state enterprises) and $841.9 million 
internal debt (56% state enterprises). Service of the public debt 
in 1973 amounted to $319 million of which $209.3 million went for 
amortization and the remainder for interest. 


On July 2, the Minister of Finance submitted to Congress a budget 
for 1974 of $3.218 billion (Bs. 13.836 billion), which is considerably 
lower than the actual revenue expenditures and revenue estimated for 1973. 





This estimate was based on crude oi] production of 3.34 million b/d 

and with a tax reference value of $3.42 and a 9% growth in income tax 
from activities other than the extractive industries. However, since 
the tax reference value at the beginning of 1974 had increased to $14.08 
per barrel, it is clear that revenue for 1974 has been drastically 
underestimated. Based on the production rate average for 1973 of 3.365 
million b/d and the current tax reference value, revenue from petroleum 
alone in 1974 would be approximately $10.133 billion. However, as 
discussed in the section on petroleum, there are signs that prices may 
decline. 


The 1974 budget provided for education to receive the largest 
share of current expenditures (19%); followed by defense, public order 
and justice (9%); and medical assistance (8%). Capital expenditures 
would absorb 35% of the budget and payments on the public debt the 
remaining 5%. It is clear, however, that in light of the extra- 
ordinary increase in petroleum revenues, the incoming Government will 
have to revamp the budget. One of its most pressing problems will be 
to find ways to prevent the petroleum revenue from putting inflationary 
pressures on the economy. Both the outgoing and incoming administra- 
tions have been considering the possibilities of making large portions 
of the increased revenue available to other Latin American countries 
through development funds or banks in order to offset the adverse 
balance of payments effects created by the higher prices they must 
pay for petroleum imports. 


Balance of vayments 


A considerable improvement took place in Venezuela's balance of 
payments in 1973 compared to the recent previous years. In 1972, the 
most recent period for which complete statistics are available, Vene- 
zuela experienced a trade surplus of only $1.460 billion, slightly less 
than in 1971. Value of exports rose by only 4%, primarily reflecting 
developments in the petroleum sector where a decline of 8% in the 
volume of exports was offset by a 12% increase in price. The value 
of imports however grew 8%. The decrease in the trade surplus combined 
with an increase in the traditional net deficit in service payments 
(due primarily te investment income from petroleum and tourism) 
resulted in a deterioration in the current account from a surplus of 
$27 million in 1971 to a deficit of $119 million in 1972. This deficit, 
combined with continuing disinvestment in the petroleum sector and 
an insufficient net inflow of other long-term capital, public and 
private, caused a slight deficit of $3 million in the basic balance 


compared to a $412 million surplus in 1971. However, the heavy inflow 
of short term capital in response to relatively favorable interest 





rates in Venezuela in addition to a 35 million SDR's allocation 
more than offset the basic balance deficit, enabling Venezuela to 
record an overall balance of payments surplus of $322 million in 
1972. 


Preliminary estimates for 1973 indicate that the surplus on 
trade account was considerably higher than the deficit in services 
thus resulting in a healthy surplus in current account for the first 
time in years. The principal element behind the improvement in the 
current account is the growth in the value of exports (38%), primarily 
petroleum and iron ore. While certain other exports decreased 
including sugar, other food products, cement, and some metal products - 
due to the need to satisfy internal demand, the exports of fish and 
seafood, textiles, and petrochemicals increased. Imports are esti- 
mated to have increased somewhat over 10% in 1973 compared with the 
previous year, in part due to the revaluation of the bolivar, the 
new tariff system which eliminated licenses and import quotas on 
many items, and an increase in public sector expenditures involving 
foreign materials. 


While the net inflow of long term capital in 1973 was less than 
in 1972 due to disinvestment in the petroleum industry, it - combined 
with the very favorable surplus on current account - undoubtedly 
resulted in a strong basic balance of payments. Because of the clos- 
ing of the interest rate differential between Venezuela and foreign 
capital markets, particularly the United States, there was a short 
term capital outflow for a good part of 1973, which was not reversed 
until the end of the year. Nevertheless, there was a considerable 
improvement in Venezuela's overall balance of payments position as 
evidenced by the $717 million increase in foreign exchange reserves 
recorded for 1973. Of this increase, $617 million is the result of 
exchange operations and $100 million is attributed to the revaluing 
of the gold component from $35 to $42.22 per ounce as a result of the 
dollar devaluations. At the end of the year, foreign exchange 
reserves stood at $2,380 million, approximately the value of one 
year's imports of Venezuela. 


Trade Policy 


In order to reduce its dependence on oi], Venezuela has adopted a 
conscious policy of replacing import substitution by promotion of non- 
traditional exports. On June 30, 1972, the bilateral trade agreement 
with the United States was replaced by an exchange of notes which 
retained most favored nation treatment for the United States by 
Venezuela and tariff concessions by the United States on petroleum 





imported from Venezuela. The rationale behind this move was to 
enable Venezuela to adopt a new tariff system that would be com- 
patible with that of most other trading nations and to facilitate 
its entry into the Andean Pact. 


The new tariff system which took effect May 1, 1973, replaced 
the old system of specific duties, licenses and quotas with an ad 
valorem system based on the Brussels Tariff Nomenclature. Of the 
six hundred items previously under license, only forty - mostly food- 
stuffs and auto parts - now require licenses. While the level of 
tariffs is designed to maintain initially protection for Venezuelan 
industry, the Government has indicated that it intends to reduce 
gradually the level of protection in order to promote efficiency of 
domestic production, particularly of non-traditional exports. The 
Government is continuing the exoneration of imports of certain raw 
materials and industrial inputs in order not to cause a substantial 
rise in production costs and dislocations of industry during the 
transition period. In general, tariff rates have been set very high 
for products manufactured in Venezuela but relatively low on items 
produced solely abroad. In order to insure realistic invoicing, 


ad valorem rates are being set at the so-called "free competition 
price" CIF Venezuela. 


Until this year, export incentives have consisted mostly of 
tariff exemptions on inputs for industrial commodities, preferential 
warehouse fees, domestic credit facilities provided by the Venezuelan 
Development Corporation (CVF), subsidies on exports of coffee and 
cocoa, and various forms of production assistance to bananas, vege- 
tables and other agricultural products. In September 1973, the 
Government passed two laws designed to stimulate exports. The first 
Export Incentives Law provides fiscal incentives for non-traditional 
exports, i.e., those outside the extractive and traditional agricul- 
tural exports such as sugar, coffee and cocoa. The implementing 
regulations for this law, issued February 6, 1974, provide for fiscal 
subsidies in the form of a negotiable tax voucher based on the domestic 
value added, i.e., the difference between the FOB export price and the 
cost of imported components utilized in the manufacture of the product. 
The rate of the subsidy will range from 15 to 30% of the FOB value of 
exports which have a minimum domestic value added of 30%. The other 
law establishes the Export Financing Fund which provides credit 
facilities for exporters of non-traditional goods and services of 


national origin considered important for the country's economic 
development. 





The energy crisis, which at least for the present has resulted 
in a petroleum sellers' market, has led to Venezuelan demands, both 
public and private, that oi] should be used as an economic bargain- 
ing lever not only to obtain higher prices for oil, but also primary 
and industrial materials in short supply, as well as access to 
industrialized countries' markets and technology. This thesis which 
was stated specifically by President Caldera in his New Year's message 
to the nation is expected to be adopted in some form by the incoming 
administration. 


Andean Pact 


The most important development in the economic field in 1973 was 
Venezuela's entry into the Andean Pact, a common market which includes 
Bolivia, Chile, Colombia, Ecuador and reru. The Consensus of Lima 
which was signed by the representatives of the Pact countries Febru- 
ary 13, 1973, was not ratified by all the member governments until the 
end of the year. 


The internal tariff must be adopted by Venezuela within 120 days 


of ratification, except in cases where its tariff is already lower 
than those of the Pact. It is divided into the following lists: 


1. The Latin America Free Trade Area (LAFTA) common list 
for which duties already have been reduced to zero; 


The list of products not produced within the subregion 
for which duties have been reduced to zero; 


The list of products reserved for sectoral development 
with tariffs to be fixed in each individual program; 


The list of products subject to automatic tariff 
reduction; 


A list of items produced by Bolivia and Ecuador receiving 
Special treatment; 


The list of exceptions, providing transitory protection 
to each country. Venezuela may adopt a list of 250 
basic exceptions and a special list of 200 additional 
exceptions of which a maximum of 110 may be applied to 
any one member country. 


The minimum common external tariff should be reached by 1975, 
from which, by progressive stages, the common external tariff will be 





achieved by the end of 1980. This requirement could raise internal 
costs considerably within Venezuela since its current tariff schedule 
is lower than that of the Pract. 


The industrial sectoral planning provision of the ract sets aside 
2,000 products for manufacture solely in particular member countries. 
Products thus reserved will be imported duty-free within the subregion. 
Sectoral programs scheduled first for approval include the petrochemi- 
cal, automobile, pharmaceuticals, and fertilizer industries and exten- 
sion of the previously scheduled metalmechanical industry to Venezuela. 
Subsequent programming is expected to include the glass, paper pulp, 
synthetic fibers and electronic industries. 


Decision 24 of the ract, which relates to foreign investment, 
applies to all foreign companies existing or new, regardless of 
whether they intend to trade with other members of the vact. The 
only aspect which may be optional is the basic decision applicable 
to existing companies of whether or not to become a mixed company 
(at least 51% Venezuelan ownership) in order to be eligible for the 
tariff advantages of the ract. Decision 24 limits profit remittances 


to 14% of invested capital and prohibits payments by subsidiaries to 
parent firms for technology transfer including patents and royalties. 


While there has been some concern by the private industrial and 
commercial community about Venezuela's ability to compete in the 
expanded market of the Andean ract due to its higher labor costs, 
the Government has made a concerted effort to assure the country 
that its economic interests have been adequately protected. While 
some firms remain concerned about the loss of protection which will 
result from Venezuelan membership, other firms believe that Vene- 
zuela's advantages in having a relatively superior labor force and 
capital infrastructure will offset lower wage costs in the other 
member countries enabling them to take advantage of the expanded 
market. Many foreign firms have become reconciled to having majority 
Venezuelan ownership rationalizing that the prospects for making 
profit remain favorable even if limited on a percentage basis. 


Maritime Situation 


The emergence of the Law For The Protection And Development Of 
The National Merchant Marine, which was signed July 1973, has resulted 
in significant plans and actions clearly indicating that Venezuela is 
making a serious effort to become a maritime nation. It appears that 
the primary purpose and ultimate aim of the Law is a high degree of 
protectionism resulting in a highly discriminatory cargo preference 
policy in favor of Venezuelan flag vessels. Full implementation of 





the aforesaid Law, although not anticipated either now or in the 
immediate future, could result in an increase in volume of imports 
and exports moving aboard Venezuelan flag vessels from insignificant 


percentages to percentages approximating between fifty and one hundred 
percent. 


Venezuela's state-owned shipping company, Venezolana de Navega- 
cién (CAVN), is well on its way to augmenting its fleet by the 
acquisition of twenty-two additional vessels, fourteen of which will 
be used to replace or supplement existing cargo units, whereas the 
remaining eight units will consist of 50,000-ton ore carriers to be 
used to carry iron ore from the Orinoco to the U.S. East Coast. 
Corporaci6n Venezolana de retroleo (CV?) has recently purchased two 
new 30,000-ton tankers from Italy which have already been placed in 
service and which form the nucleus of a national tanker fleet. In 
addition, plans are underway for the establishment of a shipyard and 
repair facility to serve the Caribbean sea routes. 


The problem of flag discrimination pursuant to the new Law is 
yet to be tested. Bearing in mind that other nations have the legis- 
lative means to retaliate, the Law will be tempered with justice and 


discretion so as to avoid forcing the hands of foreign governments , 
the results of which could be chaotic to the interests of international 
trade and shipping. 


Congestion at the major ports of La Guaira and Puerto Cabello 
has caused shippers and consignees some concern. Historically, the 
period marking the ending of one year and the beginning of the next 
has been plagued by congestion due to an influx of year-end materials 
in addition to a number of important contributing factors such as 
administrative inefficiencies, corruption and malpractices on the 
docks, shortages of workable equipment and lack of storage space. 
Congestion at the rort of La Guaira has been further aggravated by 
an extraordinary number of cruise ships visiting the port this 
season, which has been estimated at three to four times normal. 


In spite of the currently unfavorable conditions existing at the 
major ports, both export and import cargoes are getting through. A 
number of steamship conferences have established a port congestion 
surcharge in the amount of $3.00 per ton on imports and $1.00 per ton 
on exports at Puerto Cabello. Though similar action has not yet been 
taken at La Guaira, it is being contemplated. Long-term predictions 
indicate that if the incoming administration does not take positive 
action to alleviate the causes of this congestion, there will be no 
permanent improvement in Venezuela's ports. In view of these predic- 
tions, some foreign steamship companies have suspended service to 
Venezuela. 





IMPLICATIONS FOR UNITED STATES BUSINESS 


During the last half of 1973, the effects of the U.S. dollar 
devaluation earlier in the year began to be felt in our trade with 
Venezuela. Mirroring the U.S. worldwide export growth, U.S. exports 
increased substantially to Venezuela. Venezuelan data is not yet 
available, but U.S. statistics for the first 10 months of 1973 show 
an increase of about 12 percent over 1972. 


There is evidence of a shift on the part of some local buyers 
from their traditional European suppliers to U.S. sources. Trade 
opportunities submitted by the Embassy were up fourfold during the 
last six months of 1973, and the range of products being sought was 
extensive - equipment for food processing, metalworking, printing, 
chemicals, medical equipment, auto accessories and replacement parts, 
closed circuit TV and other communications equipment, as examples. 


A major new plant to produce iron briquettes by the direct 
reduction method originally was projected to purchase less than one- 
half its equipment (about $1] million) from U.S. sources, but now 
plans to use all U.S. equipment and engineering services (about 
$25 million). Recent transactions financed through Export-Import 
Bank channels, either as direct loans or through the guarantee pro- 
gram, are a further indication of strong local demand for U.S. manu- 
factured goods. Recent loans have been made to finance a steel 
fabricating plant in Ciudad Guayana, expansion of paper production 
facilities in a Maracay plant, and for gas turbines for the national 
electric utility. Bank guarantees have been given on a variety of 
agricultural equipment, general aviation aircraft, construction 
equipment, materials handling and port equipment, metalworking, 
manufacturing, food processing, communications, textile industry, 
service industry and leisure time products. 


The prospects for U.S. exports to Venezuela in 1974 are better 
than the excellent performance in 1973. As noted elsewhere, foreign 
exchange reserves are at record highs. Government revenue generated 
by the new petroleum tax rates will be sufficient to finance the 
extensive development programs now being formulated. Also, there 
continue to be no foreign exchange controls with little prospect of 
any in the foreseeable future. 


On March 12, 1974, a new Venezuelan Government will be installed 
for a term of five years. The new Administration of President Carlos 
Andres Pérez is committed to rapid economic development. Public 
investment will be emphasized in agriculture, cattle raising, industry, 
electricity, petroleum and petrochemicals, and tourist infrastructure. 





In the agriculture sector, the new Government considers that a 

crisis exists. A high priority will be assigned to efforts to 

expand production of staple foods, increase productivity on the 

farms, achieve an export capability of certain products, and develop 
local sources of essential raw materials, particularly forest products. 


Thus, an immediate demand is anticipated for a wide range of 
agricultural related equipment. Trade opportunities have already 
been forwarded for grain storage facilities, dairy equipment, meat 
and poultry processing and packaging equipment. The demand for 
large farm tractors has doubled over previous years' import quantities. 
New sugar refining projects are being planned. Expansion of edible 
oil production is underway. Increased poultry and swine production 
will create a demand for more imported food grains. 


The new Administration will inherit extensive development 
programs already announced by the outgoing Government of President 
Rafael Caldera, and it is anticipated that they will be continued 
relatively intact. These include a $34.9 million fisheries develop- 
ment over the next five years, of which some $14 million is scheduled 
for investment in 1974. This is expected to offer sales opportunities 
for marine engines, drive trains, echo sounding equipment, refrigera- 
tion and processing equipment, etc. $43.7 million is programmed for 
expansion of state-owned sugar refineries in 1974. This will offer 
an opportunity where previously British and Brazilian equipment | 
dominated the market. Bidding on private sugar mill projects in mid- 
1973 indicated that U.S. machinery is now competitive here. Work will 
be continued on expansion of national power generation and distribution 
facilities towards the short term goal of 10,000 MW by 1980. Included 
in this is a thermoelectric plant of 600 MW to be built on the north 
coast, which may reach the engineering tender stage by the end of 
1974 or early in 1975, and the construction of a series of three 
hydraulic generating plants utilizing the water of several connected 
rivers in Lara State. 


Trade Promotion Activities 


Recent U.S. Government assisted trade missions emphasizing 
agricultural machinery from the State of Indiana, and printing and 
graphic arts equipment from a variety of U.S. manufacturers, have 
developed good sales leads. Venezuelan buyers have proven to be 
sophisticated and discriminating. They are interested in new tech- 
niques, and particularly in labor-saving methods and machinery. 
Planning and research are underway for a U.S. mission representing 
automotive diagnostic and service equipment to arrive in Caracas in 
late 1974. 





The most ambitious promotion in 1974 will be a metalworking 
equipment and industrial instrumentation exhibition - known as 
INSTRU-METAL '74 - to be staged by the U.S. Department of Commerce, 
March 25-30, 1974. Almost 60 U.S. manufacturers will have equipment 
in this show. Market research indicates that by 1977 Venezuelan 
imports of metalworking machinery should reach $68 million and instru- 
mentation and control equipment $44 million. These figures may be 
conservative, as several projects are already underway or planned for 
this year which are expected to generate multi-million dollar imports 
of these categories of equipment. 


Consular Invoice Eliminated 


Effective at the beginning of 1974, the Venezuelan Government 
eliminated the requirements for consular invoices, to the great relief 
of the business community. It has been replaced by a three and one-half 
percent customs service fee for merchandise arriving by land, sea and 
air, and a one percent fee for goods arriving by parcel post. Com- 
mercial invoices must be originals and in Spanish, or the invoice must 
be accompanied by a Spanish translation unless the provision is waived 
by customs authorities. This action, long sought by the U.S. export 
community, should assist in expediting shipments. 


Shortages May Dampen Trade Growth 


The very fact that the U.S. share of Venezuelan imports probably 
exceeds 44 percent tends to exaggerate the commodity shortage problem 
now prevalent. Many Venezuelan businesses have traditionally depended 
on U.S. sources directly, or indirectly, through U.S. middlemen. Thus, 
when a shortage occurs in the U.S., it is almost immediately felt here, 
particularly as Venezuelan firms normally do not carry large inven- 
tories. At best, there are many shipment delays. One major Venezuelan 
importer of machinery presently has over $6 million on backorder await- 
ing confirmation. Items of critical importance here include cereal 
and feed grains, petrochemicals, ferrous scrap, pulp and newsprint, 
printing papers, plastics, certain foodstuffs, agricultural equipment, 
particularly farm tractors, and certain steel products. Local buyers 
face the same problems of their U.S. counterparts of attempting to 
locate alternate supply sources. Barter arrangements are under con- 
sideration. The chronic nature of the problem from the point of view 
of Venezuela may trigger a whole new series of investments in an 
attempt to secure a local source of supply of some of these items. 

For example, a large investment in plants to produce iron briquettes 
as a substitute for ferrous scrap is already being planned; local 
assembly of agricultural equipment is being considered; plans for 





pulp and paper production may be advanced; certainly more mechaniza- 
tion of agriculture is in the works; and, more investment in petro- 
chemical production can be expected. All these have sales and 
engineering potential for U.S. business, and should be followed 
closely. 


Since all areas of current shortages mentioned are critical to 
Venezuelan development, the ability of U.S. business to meet these 
needs will have a direct bearing on our trade prospects both now and 
for the future. 
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